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PREDLA COPPORLTTON ERRORS OF FORECAST

Predex produces monthly forecasts of the average
gquarterly cxchange rates for thirtoen c'rrem:ic:; for the
upcoming four quurters. PFor sim countriecs - Canada,

Germeny, Italy, the United Ringdon, Japan, and France -
Predex publishes both £he model baszed prediction and a
"staff judgment" prediction, if that judgment differs
from the model-generated number.
On the whole, Precder did a rather voor job of predicting

v exchange rate movements in 1974-IV and 1975-1. Predex

'1 forecasts in the fall of 1974 indicated a substantial
#!*E rise in the value of the d¢nllar against major foreign
currencies in 74-1V and 75-I when in fact the reverse
occurred. In January 1975, Predex again erroneous-

! ly predicted a rise in the value of the dollar for 75-I.
The attached tables show the magnitude of the erro}s of

; the forecast for three secs of predictions.
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SEPTEMBER FORECASTS FOR 1974-1V

% nrrors Eryors of
Model Based "Best Judygment"
Forecagt” Actual wunbeoer Number
Canada 101.0 - 102.0 101.432 .00 .01
Gexrmany 36.5 - 237.8 39.741 -4.09 -7.28
Italy : 2140 - .150 15006 .00 -7.04
United Kingdomn 218 232,917 -6.40 ~-6.10
Japan .317 . 3337 -5,00 -5.00
France 16.0 - 18.0 21.541 =25.72 =16.44
Average absolute
Percentage Error 65.87 7.04
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SEPTEMPER ‘F(‘)RECASTS FOR 1975-1

& BErrora of % Error of
Model Based "Best Judyment”
3 Forecast* Actual Numbexr Numbei:
4
1 Canada 101.5 - 103.0 99.72 1.78 3.28
Germany 36.0 -~ 37.1  42.79 ~13.30 ~15.87
Ttaly 135 - .149 .1568 -4.97 ~13.90

United Kingdom 208 238.96 -12.96 ~12.96
Japan .304 <341 -10.85 -10.85
France 15.0 - 17.0 23.37 =35.81 =27.26

Average Absolute .
Percentage i.rror 13.28 14.02
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DECEMBER I-'QR‘EC/\STS FOR 1975-1

' % Errors of % Errors of
b Model Based "Best Judgment"
¢ Forecast* Actual Number Nunber

Canada 101.1 - 103.0 99.72 1.38 3.29

(541

3 Germany 7.5 - 37.8 42.79 ~11.66 -12.36
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Italy .1 144 .1568 -8.16 ~13.90

o
1

United Kingdom220. 224.4 238,96 -6.09 -7.93
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‘ Japan .30 .306 . 341 ~10.26 =12.02

France 19.2 - 18.5  23.37 -17.84 -20.84
f‘ Average Absolute
! Percentage Error -=9.23 -11.72
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TURNIHG POINTS

i3

1 CANADAY  'Phe Predex modal and thoe Staff Judoments in Sep-
11 terber ard Dovenber indicated a wropensity Jor

1 the Conadian dellar to remain stable in 1974-11
3 and to rise in 75-I vis-a-vis the US dollar,

b The Canadian curvercy actually fell slightly

in 1474-Iv ard fell scuewhat more in 1975-I,
The January forccast was for a stable Canadian
dollar,

GERMANY! In the September forecast, Predex indicated a
slicht weakening in the German mark in 1974-1IV
and 1975-1. The Novermber Zorecast, which pre-
sumably was made with at least some October data
in hand, still predicted a lower quarterly
average rate Zox 1974-1V than 197.4-III. In October,
- the mark began a sharp rise vis-a-vis the dollar.
A In the January forecasts, Predex does indicate
> a rise in the mark for 1975~I, but this rise was
underestimated by over 10%.

ITALY: The Predex forecasts in September and November indicate
a weakening lira in 74-IV and 75-I. The lira did

vy decline in 74-IV, but it rose in 75-I. The January
: Predex forecast was Zor a weaxening

Italian lira.

UNITED KINGDOM: The Predex forecasts in September and
November show a very substantial weakening

{f of the round in 74-IV and 75-I. The pound

N\ did weaken in 74-IV hut it rose in 75-I.

g The January Zforecast also indicated a ;
. weakening pound in 75-I. g

; JAPAN: The Predex forccasts in September and November
- . show a substantial weakening of the ven in 74-1V
o and 75-I. The yen did weaken in 74-1IV, although
o only slightly, but it rose in 75-I. The January
& forecast indicated a weakening yen in 75-1I.

FRANCE: The Predex forecasts in September and Novenmber
indicated a weakening French franc in 74-IV and

f, 75-I. The Zranc actually moved up considerably E
R in both quarters. The Januaryv foreccasts indicated ]
. a weakening of the franc in 75-1I. ]
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